
LRS UTlLlTY REsouR(E SOLUTIONS 

www.urslp.com 

November 1,2002 
Attn: Gas Transportation Services, Choices For You 
North Shore Gas Company 
130 East Randolph Drive 
22"' Floor 
Chicago, Illinois 60601 

Attn: Gas Transportation Contract For Service Under Rider AGG Aggregation Service 

Dear Sirs. 

Please find attached the above referenced agreement for your review. We have also 
attached the required financial information. We anticipate the initial load profile to be 
500 mmbtu's per day. 

If you have any questions regarding this application please contact me at the number 
given below. 

, / Sincerely,, 

/- 

675 Bering D r i v e  * Suite 700 - Housron.Texar 77057 (713) 977-4710 fax (713) 977-7850 



GAS TRANSPORTATION CONTRACT 
FOR SERVICE UNDER RIDER AGG 

AGGREGATION SERVICE 

This Gas Transportation Contract for Se ice un er Rider AGG, 

("Contract"), is entered into between 

("SVT Supplier") and North Shore Gas Company ("Company"). 

SVT Supplier and Company agree as follows: 

For and in consideration of the covenants and agreements contained in this Contract, 

1. 

Company shall receive, transport and deliver SVT Supplier-owned gas on behalf of SVT 

Supplier to the Rider SVT Customers in accordance with Rider AGG. SVT Supplier shall make 

available SVT Supplier-owned gas and pay for service in accordance with Rider AGG. 

Company's Schedule of Rates is incorporated in and made a part of this Contract by reference. 

In the event of a conflict between this Contract and the Schedule of Rates, the Schedule of 

Rates shall govern. 

2. Definitions. The following terms, where used in this Contract, and in all forms, 

amendments, exhibits and appendices related to this Contract, shall have the following 

meanings: 

a. "Central Time" shall mean the prevailing time in the Central Time Zone. 

b. 'Contract Year" shall mean the twelve-month period commencing each April 1 

during the term of this Contract. 

c. "Delivery Point" shall mean the outlet side of Company's meter on the premises 

of each Rider SVT Customer for which SVT Supplier delivers gas pursuant to Rider 

AGG, and each such premises shall be a Delivery Point. 

d. "Receipt Point" shall mean any point of interconnection between Company's 

facilities and a Transporter's facilities. 

e. "Rider AGG" shall mean Rider AGG, Aggregation Service, of Company's 

Schedule of Rates, as it may be revised from time to time. 

f. "Rider SVT" shall mean Rider SVT, Small Volume Customer Transportation 

Service, of Company's Schedule of Rates, as it may be revised from time to time. 

g. "Rider SVT Customer shall mean a Customer of Record eligible for service 
under Rider SVT for which SVT Supplier will be delivering gas to Company and acting 

as such customer's sole agent for purposes of service under Riders SVT and AGG. 

Scope of Contract. Service under this Contract is provided pursuant to Rider AGG. 
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h. 

on file and in effect, as revised from time to time, with the Illinois Commerce 

Commission or any successor to that agency. 

i. 'TransporteT shall mean the pipeline or pipelines that transport SVT Supplier- 

owned gas to the Receipt Point. 

j. "Transporter's Tariff" shall mean Transporter's FERC Gas Tariff on file and in 
effect, as revised from time to time, with the Federal Energy Regulatoty Commission or 

any successor to that agency. 

Capitalized terms used in this Contract but not defined in this Paragraph 2 shall have the 

meaning ascribed to such terms in Rider AGG. 

3. 

shall be effective for an initial term commencing on the date it is signed by Company and ending 

"Schedule of Rates" shall mean Company's Schedule of Rates for Gas Service 

Term of Contract. Subject to the terms and conditions of this Contract, this Contract 

on the first March 31 following such commencement date, AND It SHALL EXTEND FROM YEAR TO 

YEAR THEREAFTER SUBJECT TO THE RIGHT OF EITHER PARTY TO TERMINATE THIS CONTRACT AT THE 

END OF THE INITIAL TERM OR OF ANY YEARTO YEAR EXTENSION OF SUCH INITIAL TERM BY WRITTEN 

NOTICE GIVEN NO LESS THAN THIRTY (30) DAYS PRIOR TO THE LAST DAY OF THE INITIAL TERM OR 

ANY YEAR TO YEAR EXTENSION OF SUCH INITIAL TERM. The termination Of Service under this 

Contract shall not release SVT Supplier from the obligation to make payment of any amounts 

due or to become due in accordance with the terms of this Contract. 

4. SVT SuDDlier Warranties. 

a. 

Record for which it will be delivering gas to Company and acting as such customer's 

sole agent for purposes of service under Riders SVT and AGG. 

b. SVT Supplier warrants that it has obtained the necessary authority from Rider 

SVT Customers for which it is delivering gas and agrees to provide Company access to 

agency or other agreements and records, including telephone tapes, for purposes of 

auditing compliance with this Contract. 

c. SVT Supplier agrees to retain the documents and records needed to verify the 

warranties provided in this Paragraph 4 for no less than one (1) year afler SVT 

Supplier ceases to provide service to the Rider SVT Customer to whom the 

documentation and records apply. 

SVT Supplier warrants that it has obtained agreement with each Customer of 

5. 
requirements, including those governing providing and paying for service, under Company's 

Schedule of Rates. 

Obliaations, SVT Supplier and Company each agree to comply with all applicable 
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6. 
SVT Supplier shall provide adequate assurances of payment to Company in a form and amount 

determined by Company pursuant to Rider AGG and this Contract. 

Adeauate Assurances of Pavment. On or before December 1 of each Contract Year, 

a. Letter of Credit. If such assurances are in the form of an irrevocable standby 

letter of credit, then the issuer of said letter of credit must be a commercial bank with 

offices in Chicago, Illinois. At a minimum, said letter of credit must provide that: (i) 

Company is the beneficiary; (ii) modification or revocation is allowed only with 

Company's consent; (iii) payment by the issuer is authorized if SVT Supplier is in 

payment default under a Rider AGG contract with Company; (iv) notice of default from 

Company to SVT Supplier is sufficient documentation for an issuer to honor a demand 

for payment; and (v) payment of a portion of the credit is authorized. The letter of 

credit shall not become effective until it is: (i) in writing; (ii) signed by the issuer: and 

(iii) the original of such letter of credit is received by Company. 

b. Cash Denosit. If such assurances are in the form of a cash deposit, then it shall 

be provided to Company by check or wire transfer in immediately available funds. 

Company shall pay interest on such cash deposit at the rate established by the Illinois 

Commerce Commission pursuant to 83 Illinois Administrative Code Part 280. The 

parties agree that the cash deposit provided for in this Paragraph 6 is not a deposit as 

that term is used in the Commission's rules and regulations at 83 Illinois Administrative 

Code Part 280, and, except as to the applicable interest rate, such rules and 

regulations do not govern the manner in which the cash deposit is remitted and used 
pursuant to this Contract. 

c. 

then such parental guaranty shall be in a form and issued by a guarantor acceptable to 

Company in its reasonable judgment. If, at any time, the guarantor's rating of its long- 

term unsecured debt (unsupported by third party credit enhancement) falls below EBB 

as rated by Standard & Poor's Corporation or below Baa2 as rated by Moody's, then 

SVT Supplier must promptly substitute a cash deposit or letter of credit for the parental 

guaranty: provided, that in event of a split rating by Standard & Poor's Corporation and 

Moody's, only the lower of the two ratings shall be deemed to be guarantor's applicable 

rating. 

Parental Guaranty. If such assurances are in the form of a parental guaranty, 

7. Receint Point. Company agrees to receive SVT Supplier-owned gas for the purpose Of 

service under Rider AGG at any Receipt Point, subject to the Operational Integrity provision of 

Company's Schedule of Rates. 
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8. 

shall be delivered to Rider SVT Customers by Company at the Delivery Point. 

9. 

Rider AGG to submit certain information to Company by electronic data transmission in a 

manner determined by Company. If any transmitted data are received in an unintelligible or 

garbled form, then Company shall notify SVT Supplier. SVT Supplier may then retransmit the 

data. Company shall not be liable for any consequences associated with or resulting from such 

unintelligible or garbled data, and Company shall have no responsibility to enroll any Customer 

of Record for service under Rider SVT until the necessary data are received in intelligible form. 

I O .  

into Company's system, the parties agree as follows: 

Deliverv Point. SVT Supplier-owned gas transported by Company under this Contract 

Rider SVT Customer Information. SVT Supplier acknowledges that it is required by 

Deliverv Data. In order to establish the quantity of SVT Supplier-owned gas accepted 

a. Each Gas Day during the term of this Contract, SVT Supplier shall be required to 

deliver to Company a quantity of gas equal to the Required Daily Delivery Quantity. 

b. If SVT Supplier elects to submit delivery data by facsimile, then no later than 

10:30 a.m. Central Time one (1) day prior to the Gas Day for which SVT Supplier has 

scheduled deliveries by Transporter into Company's system, SVT Supplier shall 

provide Company a report in the format required by Company of any daily quantity to 

be delivered on SVT Supplier's behalf by Transporter to the Receipt Point. If SVT 

Supplier elects to submit delivery data using Company's electronic bulletin board, then 

the applicable deadline is 11:30 a.m. Central Time. 

c. If the delivery quantity reported to Company by SVT Supplier for a particular Gas 

Day does not reconcile with the downstream or upstream quantity reported by a 

corresponding party, then Company, in its discretion, shall either accept the smaller 

quantity into Company's system or reject the nomination change if the discrepancy is 

not reconciled prior to 3:30 p.m. Central Time on the Gas Day prior to the effective Gas 

Day. 

d.  
Paragraph IO shall be deemed final and binding as between SVT Supplier and 

Company for billing and all other purposes. When delivery data received by Company 

are insufficient to determine the quantity of SVT Supplier-owned gas delivered to 

Company, then, in addition to any other remedies available to it, Company may, by 

such reasonable method as it may choose, including by estimation, determine SVT 
Supplier's daily and monthly delivery quantity; such determination shall be final and 

SVT Supplier agrees that delivery data provided in accordance with this 
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binding as between SVT Supplier and Company for billing and all other purposes. 

Company shall not be obligated to accept any retroactive changes in delivery data. 

Any imbalances, discrepancies or disputes relating to delively data shall be resolved 

exclusively between Transporter and SVT Supplier. 

e. 
notice to SVT Supplier in order to conform to generally applicable deadlines in effect 

for Company's transportation customers. 

Qualitv and Pressure. The SVT Supplier-owned gas delivered by Transporter at each 

Company may revise the deadlines set forth in this Paragraph 10 by prior written 

11. 

Receipt Point shall meet the minimum quality and pressure specifications contained in 

Transporter's Tariff. The gas delivered by Company under this Contract shall meet the 

minimum quality and pressure specifications contained in Company's Schedule of Rates. 

12. Measurement. SVT Supplier shall make gas available to Company, as nearly as 

practicable, at uniform hourly rates of flow. SVT Supplier-owned gas delivered to Company by 

Transporler at each Receipt Point shall be measured by Transporter in accordance with the 

terms of Transporter's Tariff and metering practices applicable to deliveries to Company. The 

gas delivered by Company to Rider SVT Customers in SVT Supplier's Pool(s) under this 

Contract shall be measured in accordance with Company's Schedule of Rates. 

13. 

of the amount due for all service rendered under this Contract during the preceding billing 

period. The amount due under this Contract shall be determined in accordance with the 

measurements, computations and charges provided in this Contract. To the extent that actual 

data are unavailable for any portion of a billing period, Company may render its billing statement 

based on estimated data. Company shall mail the billing statement to SVT Supplier at the 

address set forth in Paragraph 17. For purposes of billing and payment, service under this 

Contract shall be deemed "non-residential" service. 

14. Indemnity. SVT Supplier shall indemnify Company, its ofken, directors, and 

employees and save each of them harmless from all suits, actions, debts, accounts, damages, 

 COS!^, losses and expenses, including court costs and attorneys' fees, arising from or out of the 

purchase and transportation of SVT Supplier-owned gas prior to its receipt by Company at the 

Receipt Point, including, without limitation, balancing or scheduling charges or penalties on 

Transporter's system. 

15. 

be deemed to be in control and possession of the gas deliverable to SVT Supplier under this 

Contract from the time of its receipt by Company at the Receipt Point until its delivery to the 

Billina Statement. Company shall issue to SVT Supplier a billing statement each month 

Control and Possession of Gas. As between the parties to this Contract, Company shall 
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Ann: 

Telephone: 

Facsimile: 

Gas Transportation Services, Choices For You” 

(312) 240-7546 

(312) 240-4704 

Nominations shall be sent by facsimile or by use of Company’s electronic bulletin board 

Ann: 

Telephone: 

Facsimile: 

to: 

Gas Transportation Services 

(800) 264-8026 

(312) 240-4704 

North Shore Gas Company 
130 East Randolph Drive 
22nd Floor 
Chicago, Illinois 60601 
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Required Daily Delivery Quantity information shall be posted on Company’s electronic 

bulletin board or sent by facsimile or e-mail to: 

Invoices shall be sent by mail to: 

Attn: &rd .2?& L 

7H- 977-4PL7 
fl3 - 977- 7BsD 

Telephone: 

Facsimile: 

18. Government Reaulation. 

a. If any regulatory body, governmental entity or agency having jurisdiction prohibits any of 
the transactions described in this Contract or otherwise conditions such transactions in a 

form that is unacceptable in the sole judgment of the party affected thereby, then the 
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b. 

C. 

19. 

party so affected may prospectively terminate this Contract immediately by written notice 

stating the date of such termination. 

This Contract and all provisions herein shall be subject to all applicable and valid 

statutes, rules, orders and regulations of any regulatory body, governmental entity or 

agency having jurisdiction over either party's facilities or services, this Contract or any 
provisions hereof. Neither party shall be held in default for failure to perform under this 

Contract if such failure is due to compliance with such statutes, rules, orders and 

regulations of any regulatory body, governmental entity or agency having jurisdiction. 

Subject to Paragraph 18(a), should either party by statute, rule, order or regulation be 

ordered or required to do any act inconsistent with the provisions of this Contract, this 

Contract shall be deemed modified to conform with such statute, rule, order or 

regulation. Nothing in this Contract shall prevent either party from contesting the validity 

of any such statute, rule, order or regulation, nor shall anything in this Contract be 

construed to require either party to waive its right to assert the lack of jurisdiction of any 

regulatory body, governmental entity, or agency over this Contract or any party hereto. 

Non-Waiver and Future Default. No waiver by either Company or SVT Supplier of any 

one or more defaults by the other in the performance of any provision of this Contract shall 

operate or be construed as a waiver of any future default or defaults, whether of a like or a 

different character. 

20. 

consent of the other party. 

21. 

laws of the State of Illinois without regard to principles of conflicts of law. The parties agree that 

the forum of any litigation shall be before the Illinois Commerce Commission, or any successor 

to that agency, or in a state or federal court located in Cook County, in the State of Illinois. 
22. Third Partv Beneficiary. Company and SVT Supplier agree that there is no third party 

beneficiary of this Contract and that the provisions of this Contract do not impart enforceable 

rights to anyone who is not a party. 

23. Entire Aareement of the Parties. This Contract constitutes the entire understanding of 

the parties. No amendment, modification or alteration shall be binding unless the same be in 

writing, including in the form of an amendment to this Contract signed by both parties or a 

revision to Company's Schedule of Rates approved or permitted to become effective by the 

Illinois Commerce Commission, or any successor to that agency and no cnurse of dealing or 

course of performance between the parties shall be construed to alter the terms of this Contract 

Assianment of Contract. No party may assign this Contract except with the prior written 

Governinq Law. This Contract shall be construed and enforced in accordance with the 
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Notwithstanding the foregoing, modifications pursuant to Paragraph lO(e) or changes to the 

information set forth in Paragraph 17 must be in writing but need not be signed by both parties. 

24. Caotions. The captions are inserted for convenience of reference only and shall not 
affect the construction or interpretation of this Contract. 

IN WITNESS WHEREOF, the parties hereto have caused the Contract to be executed in 

duplicate by a duly authorized representative. 

North Shore Gas Company 

(signature) 

BY: By: 

( ignature) 

Desiree Rogers Name: L3.KLQ,w (IMpIcux< Name: 
(print or type) 

Title: 3, L ~ ~ T , o ~ +  Title: Senior Vice President 

Date: // / 0- 
Date: 

I f  



Texex Energy Partners, Atd. 
Consolidated Financial Stalements for the Years 
Ended December31,2001 and 2000 and 
Independen f Aoctitors' Repon 



Oeloitte 
&Touche 

INDEPENDENT AUDITORS' REPORT 

To the Parhcrs of 
I'sxex Energy Partners. Lttl: 

We have audited the nccompnnying consolidated bnlence sheets of Texex Energy Pnmers, Ltd. (the 
"Company") as of December 31. 2001 and 2000. and the related coiisolidated statemetits o f  income, 
panners' equity, and cash flow$ for the years tlieii ended. Tlicge financial otaterncntd are the rcuponsibility 
of the Cornpaiy's managcmenc Our rcsponribility is to cxprcsv an opinion on thest financial rtalemcnts 
based on our audits. 

We conductcd our audits iii accordonce with nuditing standards generally occcptcd in the United Stotcs of 
Aitiuricu. fliose statidaids ryuilr that we plaii aod perfmil the audits to obtaiti reasoiiable nssuraiicc 
about whether the finmicia1 scarancnts arc frcc o f  illarcrial rnissrarcmcclt. An sudir includcs examining. on 
a test basis, evidence supporting the amounts and disclosures in the t'iiiancial statements. An nudit also 
includes asscs%iiig the accountinp principles used and significant estirnarcs rnadc by managcmcnt, as wcll 
as evduatiny the overdl financial SIalrment prarrntarion. We helicve thdi our audits provide a reasonnhle 
basis for our opinion. 

In uur opinion. such ronsolidaicd firiancial statcmctns present fairly. i n  all material respects. the financial 
position of 'I'exex Energy I'anncrr, Ltd. as of r)ecrinbcr 31. 2001 and 2000, and thc rcsulrs of its 
operaiionr and its cash flows for the yeus  then ended in cunlonnity with accutlniiiig principles generally 
acceprtd i i r  the United States of Aincrica. 

April 29.2002 



TEXEX ENERGY PARTNERS, LTD. 

DECEMBER 3i,zoai AND zoo0 
CONSOLIDATED BALANCE SHEETS, 

2000 ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents 
Accounts receivable 
Inventories 
ASSCIS from Price Kirk Management Activilics 
Other assets 

Total cuncnt n w t s  

INVES'TMEN.IS 1N UNCONSOLLDKTED hFFlLMl'ES 

PROPEK'I'Y AND EQUIPMENT 

TOTAL 

LIABILITIES AND PARTNERS EQUITY 

CUKREWT LIABILITIES: 
Accoiints payithlr 
llsbilitios from Price Risk Mansgcmcnt Activitics 
Loan Payable 
Accrued liabilirics 

Total currenl liabilities 

PARTNERS' EQUITY 

TOTAL 

SK nates 10 consolidated tinaricial statcfnents. 

2001 

5 2,710,425 
5.066.306 

703,609 
8.400.349 
3.7 19.955 

20~600,644 

556.903 

33.233 

1; 21.190.780 - 

S 5.683,427 
15.02.(.463 

8,919 

20.7 I 7.82 I 

544,179 

46,136 

5 S 2 1.308.136 

S 6,3S2.551 f 15.287.272 
1.228.521 
z.ooo.ooo 

475,686 2,907,027 

13,056,761 18.194.259 

A . I . ~ ~ . O I P  3.1 13.R77 

S21.190,780 521,306,136 -- 



TEXEX ENERGY PARTNERS, LTD. 

CONSOLIDATED STATEMENTS OF INCOME 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

SAl.ES 

cOs1’0~ SALES: 
Gas purchases 
‘Transportation 
Broker fees 

Tole1 coat of  sales 

Gross profit 

SELLING, GENERAL, AND A D M M I S m n V E  EXPENSES 

Operating profit 

0 ” E R  INCOME: 
Equity income from unconsolidated affiliate 
Interest income 
Other 

Tuial other income ’ 

NET INCOME 

2001 

5 lh4.293,9SO 

158,067,512 
910.503 
147,000 

159,145,015 

5.148.935 

I .262.na 

3.8a6.207 

104.4 IO 
94.167 
97,858 

296.435 

S 4,182,642 - 

2000 

SJ36,01I,9si 

132,629,502 
1.652.889 

307.000 

l34.5119.39 1 

1.422.560 

915.028 

507.J32 

345.54R 
154,598 
I i o , m  

610.826 

s I.IIR.3SR - 
SCC iiotts to consolidated financial statements. 



TD. TEXEXENERGYPARTNERS, 

CONSOLIDATED STATEMENTS OF PARTNERS' EQUITY 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

OALANCE, DCCEMDKR 31,1999 

Capilal conwibuiions 

Distributions to PaKners 

Net income 

BALANCE. DECEMnER 31.7000 

Capital contributions 

nisviburions IO Pamen: 

Net income 

BALANCE. DECEMnER 31.2001 

Generrf 
Partners 

f 11.2 19 

11.in4 - 
22,403 

IO,l31 

41 826 

s 74.362 - 

Lirniled 
Partners 

S 2,358.0~6 

900.000 

(1,273.786) 

I ,  107.1 74 

3.091.474 

1 ,OOS. I66 

(177.797) 

4,140.81 6 - 
s ~ , a s m 9  
_5c 

Total 

2,369,305 

~UU.0UU 

( 1  -273.786) - (,I 18.358 

3,113.877 

1 .O 15,299 

(177,7Y7) - 4. I 82.642 

f (1.134,Utl - 



TEXEX ENERGY PARTNERS, LTD. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

2001 2000 

CAS1 1 FLOWS FROM OPEWIING AClIVI1'1ES: 
NFI inciirrlc 
Equity incolne from invertme~~t in unconsoiidalrd affiliate 
Depreciation and amvnization 
Adjustments to reconcile net income to net cash flows provided 
by (used in) operating nctivities - changes in uperaling rsseu 
nnd liabilities: 
Dscrcue in ~ c e o u n t s ~ e i v a b l a  
Increase in invenrories 
Increase in assets from price risk mmagnnani iiclivitica 
Inc~sasc in ocher asstu 
Decrease in accounts payshlt 
Increase in liabilities from price risk rnanagrme~tt aciivirics 
Decrcasc in accrued liabilirics 

'. 

Ncr cash (used in) providcd by opcrniiny aciivitics 

CASH FLOWS FROM INVESTMG ACTIVITIES: 
Cnnlrihutions to invcmncnw in uncnnsolidatcd afiliates 
Disrributionr from investment in tmcansolidnred affilkltex 

Nci c u l r  p w i d c d  by iiivcsting activities 

CAS1 I FLOWS FROM FINANCNG ACTTVITIES: 
Short-tern borrowings 
Parcncrs' contributions 
Distributions to partners 

Net cash provided by (uscd) in financing activities 

INCREASE (DECREASE) W CASH AND CASH F.QOIVAl.ENTS 

CASH A N D  CAS11 EQWVALENTS. BEGINNING OF PERlOD 

CASH AND CASH EQUIVALENTS. END OF PERIOD 

See nates <u consolidated financial sutcmcnls. 

S 4.182.642 $ 1,118,358 
(104.4 10) (345,548) 

I2:903 18,271 

9,959.IS9 
(694,680) 

(8,400,349) 
(3,7 19,955) 
~a,w4.681) 
'4.2211.524. 
(2.43 1,341) 

(5,902.1 88) 

(125.288) 
2 16.972 

91.684 

2,ooo,oou 
1,015,299 
(177,797) 

2.X37.502 

(?,973.002) 

5,683,427 

S 2.710.425 - 

(M.759,oJs) 
(5,5141 

9,324,420 

2,494,509 

3.845.466 

(13.872) 
R 17.O2h 

743,154 

900.000 
( I  ,273,786) 

(373,7Ub) 

4,2 14,831 

1,418,593 

- I 5.6M3.421 



TEXEX ENERGY PARTNERS, LTD. 

NOTES TO FINANCIAL STATEMENTS 
FOR THE YEARS ENDED DECEMBER 31,2001 AND 2000 

1. ORGANIZATION 

Texex Energy Partners, Idd. (the “Company“) is a full-service marketing organization that purchases. 
transports. and tells natural gas primarily in the Gulf Coast. Midwest, Eart Coasr. and New Englmti 
markets. The Compsny wnsformed pursuant to the May IS, 1998 “Texas Revised limited P m e n h i p  
Act” and began operations nn August 1. 1999 (%le of inception”). The Compnny received cqital 
contributiocis froin its partners ciTcaA. prilpcriy and cquipmenr. and limited pannership interests. 

On Novcmber 1. 2W1, the Company was acsigned a 99% partnership intcrcst in Utilities Resource 
Solutions. Ltd. (“URS’I). The result of operations of URS are included in the Company’s financial 
rtatements from thc dale of assignment. Had the results of llKS beeii included in the Company’s 
consolidated financial stntcmenu from the dote of inception of IJRS, thc Company’s revenues and net 
iiicoiae would have been iiicrenced by 61,452,075 nrd $25,555 ropcctivrly. URS provides natural gas 
to end-use retail customers prcdoininarcly in thc Midwcst and East Coast markets. URS was tbrmcd 
puriunt  to the May 15, 1998 “Texas Revised Limited Partnership Act” end began operations on 
January 17. 2001. The Compdny purchases iintural g m  nn behalf of CIRS from utility companies and 
URS sells to retail customers. 

The partners share operating profits and losses i n  direct pmportiurl io heir rebpectivr ownership 
interests. 

2. SUMMARY OF SICNIFICANT ACCOUNTJNG POLICIES I 
C4th and Cash Equtvolcni* ~ For pulgases of the statement of cash flowvs. the Company considers all 
highly liquid investments purcliaced with a11 original iiiaturity uf hrcr  months or less to be cash 
tquivalcnrs. 

Invcsfnunrs In Uncunsulfdafed AmIiu1c.f - The Company invests 8s a limited paniter in various 
partnerships. Thesc inve#tmcnrs nrc recorded at cos1 and subsequently carried at either the original 
recorded value or net realizable v d u e ,  if lower. N I ~  equity method is used to account Tor chc 
Company’s invcstnient in Engroup Resources. L.P. bccause the Cuniparly liar thhe ability to exercise 
significant influence over the invcstce’s operating mid financial policies. All other invcmxnts arc 
accounted for under the to31 method bccause the Company does not have the  ability to exercise 
significant influence over the iiivestec’s operatiilg and financial policies. 

Pmperry and Equlpmml- Properry and equipment coiisist~ of on aurornobilc rccordcd at cast nnd will 
be depreciated urilig the sfmight-line nleiliod hbcd  MI a11 cdrnaicd useful life of five years. 

Rewnvc RecogniIion - Revenue is recognizcd by the Company using thc following criterir 
(a) perruasive evidence of an exchange arraligcnicnc cxist3, (b) dclivery has occurred or services have 
been rendered. (c) the buyer’s price is fixed ordctcrminrble. lrnd (d) collectibility i s  reasonably assured. 
Utilizing these criteria, rcvcnuo is recogniwd when products arc shipped or scrviccs arc rcndcrcd. ‘Ihc 
Coitipac~y’S products and scnices are generally sold based up011 signed contracts that hive fixed or 
detcrminablc prices and cumin  no right of retuni or significant post-delivery ubligdtions. When tlie 



C O n t m t s  settle (i& services dfsignnlcd in the cnntnct have been perfornied), J dctcrminaiion of thc 
neccwily of an allowance is Ins& nnd rccordcd accordingly. 

lncums Tarvr -The Company is clessified as a p3lt)taship for federal income tax purposes. Thbdorc, 
incomc t ~ x c s  arc not Icvicd at the Company level but. rzthcr. on ihc individual owners ("Pnrtners") of h e  
Company. Accordingly, the accnmpanying tinancia! siatcmenb do not include n provision for income 
IiXFS. 

Purchase unJ Sale Cumniitmenfs - The Company enters into various fimi p u r c b s  and salc 
commitmenu for natural gas. Management docs nut anlicipatc that rhc execution of such mnsactions 
will rvsuli in any significant losses based on current mnrkct cmditinnr. 

Acruunting for Energy Conrractc - l h c  Company follows ihc provisions of Eincrging Lrsucr T v 3 k  

Force Issue Y8-IO. "Accounting for Energy Trading and Risk Munngcmcnt Activities." The partnership 
utilizes rnhrk !O market accounting' for its commodity contracts and derivative financial in.rtrumcnls. 
Under such' method. these eun!mctE nnd financial instmntents nre recorded id Lir v a l e  based on 
estimates made at the discrete points in tirnu hwcd on relevant market information. Chmscs in ihc 
market valuc or thcse crmlracts ore recognized in salcs during ihc pnod of change. The resulting 
uiircalizcd gains and losses are recorded as assets and lidbiliLic5 rrom price risk inanngenicnt activitics in 
the balance sheet. During die year ended December 31, 2001, Ihc Cunipany rccognvcd trading gains of 
53,678,995. At December 31, 2001, trading a s w s  and liabilities recognnizcd on thc balance sheet were 
SX.400,349 and S4,22H,S24. respectively. 

Rrcluss$iiufiunr - Ccrtaiii reclassificafioiis havc bccn made to prior year's financial slatcrncnb to 
cunfurm to thc c u r m i  ycu prcscniatinn. 

Use oj'E.rhates and Arsutnpfiurts - Use of esrmnres and assumptions by managenlent that affect the 
reported amounts of asscts nnd liabilities m(1 ditclosurc o f  contingent assets and hbilitics at the date of 
the financia1 stntements and the reponed ainounts of revenues and expenses during Ihc rcporring period 
arc rcquircd lor the preparation of financial statcmcnts in conformity with accounting princip1c:s 
generally acCtptCd in thc United Slates of America. Actual rcdu could differ from these eatiinatcs. 

Fair Yduc oJ Fhunrial Itisfrummlv - 'The Podncrship's financial instmrnents at Decumbcr 31, 2000, 
consisted of cash md cash cquivalcntr, accnilnis receivable, XCUIJ~~IS payahle. snd accrued liabilities. 
The carrying nrnounts of the pormership's finmcial inrrmmcnts approximate their Fair vilucs hccausc of 
the short-tmm mituritics of such inbtrunienls. 

3. (:REDIT AlllUNGEMENTS 

'fhr Cumpany and IJRS have a conibimxf Icrter-uf<rcdil facility with a bank. '[his facility is used for 
the purchzac oTnnlurd g3s by sectiring payments tu supplicrr. The facility is secured by cash, accounts 
rcccivablc. and ohc r  a i x i s  of tlic Coiiipmy. T h c  aniount of lcttcrs orcrcdit issued and outstanding for 
product purchases at Dcccntbcr 31, 2001 and 20n0 were S15.40Y.764 and 114,0P6.000. rtspectively. 

h'o liability is rccordcd for such outstanding Ictic?n of credlt unless they are drawn upon by the 
customers of the Company. As of kccrnhcr 3 I ,  2001. the Company had S2.000.000 drawn on the line 
of crcdit, p;ry;lblc in Januiry 2002, with an interest rate of S.75%. T h e  Company repaid this borrowing 
during January 2002. 



As of Deccmbcr 3 1.2001. the Company believer i t  was in compliance with all debt covenants under the 
credit facility. 

4. RISK MANAGEMENT 

Cnmmodify Risk Managemen1 - The Company engages i n  chc trading of lierural gas and expcrienccs 
open positions 81 any given date. The Company manages open positions wilh strict policies which limit 
i ts  exposure to market risk. In  addition, there is continuous day-to-day involvement by senior 
mniingement in thme nctivities. The nvernke life of the Company's gns risk portfolio was npproximcltely 
5 months at Decembcr 31,2001. 

Murkrf ond Crcdlr Rlsk - The Company is subjcct to rhc risks inhercot in thc industry in which it 
operates, primarily, thctuating prices of natural Nas. 'I'here prices are subject to fluctuations in response 
to changes in supply. market uncertainty, end m variety of additionol factors that are beyond the control 
or the Company. The credit ri*k cxposurc from cnunccrpsrty notiperformance oa natural gas forward 
conmcts is Benernlly the mount  of unrealized gains undtn the cuntrds .  

5. RECENT ACCOUNTING DEVELOPMENTS 

Effective January 1. 2001. the Company adopted Statement of Financial Accounting Standards 
YSFAS") No. 133, "Accounting for Derivative lnstrunmm and Hedging Activities," as amended end 
interpreted. SFAS No. 133 establishes accounting and reporting standards for dcrivarive instruments. 
including ccrtain dcrivativc instrumcnrr cmbcddcd in othcr contracts end for hedging activities. All 
derivatives. whcther designated in hedging relationships or not. will be rcquircd to be rccorded on Ihc 
balance sheet at fair value. Adoption o f  SFAS No. 133, as amended, has not had, nor is it expected to 
have a matcrilrl impact on he Company's rcsults ofoperations. financial positioil. or cash flows. 

I n  July 2001, the FASB isrucd WAS No. 14 I ,  "Business Combinations" and SFAS No. 142. "Goodwilt 
and Other Intangible Asrck." STAS No. 141 rcquires business Combinations initiated e k r  June 30, 
2001 to be accounted f ~ r  using the purchase mcthod of accounting and broadcns thc critcria for 
recording intangible assets separate from goodwill. 'lhr adoption of SFAS No. 141 did not have an 
impact on the Company's historical rcsula of operations or financial position. SFAS No. 142 provides 
for a nnnamnrtirarion apprnnch, whcrehy gnndwilt and certain intangibles with indefinite lives will no1 
hc amortized inlo results or uperatimu. hut instead will bc reviewed periodically for impairmeiit aid 
witten down and char@ to results of operations only in the periods in which the recorded value o f  
goodwill and certain intangibles with indefinite lives is more than its fair value. At December 3 1,2001. 
there was no goodwill or otlicr intangibles rccorded on the Company's hooks; illerefore, the adoption nf 
SFAS No. 142 on J a n u a q 3 1 ,  2002 i s  not expected i o  have any impact on the Company's rssulis uf 
operations or financial position. 

. . . . I .  
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